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IT. ECONOMIC iNDICATORS 


Millions of Sa Dod late: (*) 


INCOME, PRODUCTION cx S82 cy % Gyms “ct as 

GDP at 1981 prices 3477 3559 3666(E) 3750(E) 
GNP at current prices 5029 5079 5220(E) 5350(E) 
GNP per capita (**) 592 598 614(E) 630(E) 


MONEY AND FINANCE 
Gov (deficit)/surplus 
Gov revenue & grants 
Tot gov expenditures 
Retail price index 
(1980 = 100) 132(E) 165(E) 
Money Supply 3842 
Cur‘ncy outside banks 23i3 
Central Bank Reserves 


end of year 366 319 269(May) 


BALANCE OF PAYMENTS 
Current Account -609 -559 
Trade Account -1926 -1756 
Exports 5 10 
Imports -1931 -1766 
Priv. Imports -1416 -1345 -1015(E) 
Public Imports -515 -431 
Private Transfers 911 1084 - 985(E) 
Off'l transfers (cash) 439 160 
U.S. exports 31 107 
U.S. exp. % of market 2% 12% 


(*) Yemeni rial devalued four times in 1984. Avergage 
value = YR5.3 = US$1. As of August 15, 1985, YR8.0 = US$1. 


(**) Current prices. 


Estimated population 7 million. 





II. SUMMARY 


The Hunt Oil Company's 1984 oil discovery has raised 
expectations that Yemen's long-term economic future will be 
brighter than the current situation. The extent of the oil find 
has not yet been determined, but it is sufficient to support a 
10,000 barrel-a-day refinery which Hunt is building near the 
discovery site in eastern Yemen. The company continues its 
appraisal-drilling program, and is making plans to construct an 
oil-export pipeline to the Red Sea. News of the discovery has 
attracted other oil companies seeking exploration agreements in 
Yemen. It has also attracted many non-oil companies, many of 
which are showing interest in the market for the first time. 


Yemen will not likely begin exporting oil before 1988. 
Meanwhile, the country faces tough economic problems: 


oOo economic growth remains at about 2-3 percent a year, 
half the rate forecast in the current five-year 
development plan; 


the rial continues to loose its value against the dollar 
(62 per cent from February 1984 - August 1985); 


inflation may be running at over 20 percent annum; 


official reserves have fallen to $269 million (as of 
May, 1985) from $1.4 billion in 1980, and commercial 
banks struggle with a hard-currency shortage; 


the national budget and the current account continue 
register deficits; and 


foreign-exchange earnings -- mainly the savings sent 
home by Yemenis working abroad and foreign loans and 
grants-- do not cover foreign-exchange outflows. 


Current economic policy focuses on balancing the budget 
the current account. The government has cut spending to the 
point where it will undertake only those projects receiving 
outside financing. It has also clamped down on imports by 
restricting the issuance of import licenses. On other economic 
fronts, the government is looking for long-term commodity 
credits to protect official reserves. It is also encouraging 
private-sector investment as a key to future development. 





The economic forecast for 1985-1986 calls for: 


oO continued slow growth, but with some recovery in 
agriculture, as 1985 rains have relieved drought 
conditions in parts of the country. There will also be 
some expansion in light manufacturing; 


continued tight-budget policy and restrictions on 
imports; 


continued hard-currency shortage in the banks; 


further devaluations of the rial, and no decrease in 
the rate of inflation; 


oO a slight decline in inward remittances. 


The best U.S. business opportunities are for sales of 
agricultural commodities, agribusiness equipment, water-resource 
technologies, and solar-energy equipment. Other opportunities 
exist for turn-key and licensing deals. 


III. CURRENT SITUATION AND TRENDS 


Progress in developing Yemen's oil potential is still the 
bright spot in an economy otherwise faced with difficult 
problems. The oil discovery was made near Mareb in eastern 
Yemen in July 1984 by the Hunt Oil Company of Dallas, Texas. 
The discovery well is estimated to produce more than 7,000 
barrels of oil a day, (b/d) and Hunt continues with appraisal 
drilling to determine the extent of the oil deposits. Though 
figures on recoverable reserves are not available, Hunt is 
moving forward with plans to build a 250-mile, export pipeline 
to the Red Sea. Yemen is not expected to begin exporting oil 
before 1988. Meanwhile Hunt is building a 10,000 b/d oil 
refinery near the discovery site. The refinery's output will 
satisfy one-half of Yemen's need for fuel oil, diesel fuel, and 
gasoline, and will save the country $120 million annually in 
offset petroleum imports. 


In other oil developments, British Petroleum, which 
operates a concession along the coast, is set to begin 
exploratory drilling by 1986. Exxon signed an exploration 
agreement with the government in July 1985, for a 
22,000-square-kilometer concession extending through the middle 
of the central highlands. Seismic work may begin before the end 
of 1985. The government is also talking with CFP Total 
(France), Britoil, and Amoco about leasing additional acreage. 





Aside from the oil picture, mid-term prospects for improved 
economic performance look less promising. Economic growth is 
lower than expected; a devalued currency has brought an increase 
in the inflation rate; and the government does not expect to 
undertake many new capital projects, or to loosen control over 
private-sector imports. 


Government planners see the next 3 years as a difficult 
transition period for the economy. Economic strategy to get 
through this period emphasizes three areas; 

(a) cutting back imports and government spending; 

(b) seeking mid-term financing for food imports; and 

(c) encouraging the private sector to invest in 

agriculture and manufacturing enterprises, 


To limit private-sector imports, the government estabished 
a "“foreign-exchange budget" set at about $1.1 billion for 1985. 
‘The government enforces this "budget" by controlling the 
issuance of import licenses on a variety of items--cars, trucks, 
farm machinery, and canned foods. Some items, such as food 
stuffs, can be imported without a license, but only if the 
merchant pays a customs surcharge at the port. 


The government continues to make spending cuts (and improve 
revenue collection) in an effort to balance the budget. 
Investment in new capital projects has been pared to the point 
where the government will undertake only those projects 
receiving donor financing. Yet cutbacks in capital spending 
alone have not been sufficient to balance the budget, as 
government revenues do not even pay for programs already in 
existence. For the foreseeable future, then, first claim on 
additional revenues will be earmarked for meeting current 
expenditures rather than for spending on new projects. 


The government is also looking for mid-term financing for 
food-grain imports. The government is a monopoly purchaser of 
wheat, flour, and rice, and purchases of these items put a 
strain on Central Bank reserves. Consequently, Yemen has 
approached major food-grain exporters, including the United 
States, for concessionary terms to meet its import needs. 


Encouragement of private-sector investment also plays a key 
role in Yemen's economic plans. In May, 1985, the government 
brought together business leaders to discuss how they can invest 
jointly in several government-approved projects. In addition, 
the government is revising the investment law to attract foreign 
investment. 





In recent years there has been a trend among larger Yemeni 
companies to move away from the import business, traditionally 
their primary source of income, and into industrial and 
productive activities. A 1984 study (funded by the U.S. Agency 
for International Development - USAID) on Yemen's private sector 
found that Yemeni businessmen complained more frequently about 
the lack of investment opportunities, and not about a shortage 
of capital. 


On the national account, the economy is expected to grow at 
2-3 percent annually for 1985-1986. Final figures for 1985, 
however may show a higher growth rate, as spring rains, the 
heaviest in years, will help agriculture rebound from its 
drought-depressed levels of production. The current account 
recorded a $236 million deficit in 1984, a 42 percent 
improvement over the 1983 figure. The improvement is due mostly 
to government efforts to reduce imports, which fell to $1.3 
billion in 1984, down froma high of $1.9 billion in 1982. 
There should be further narrowing of the current-account deficit 
in 1985. 


Yemen's foreign-exchange earnings are derived mainly from 
two sources: the remitted savings of Yemenis working abroad 
(mostly in Saudi Arabia), and foreign loans and grants. Yemen's 
exports, consisting mostly of hides and cookies, are about $10 
Million, and are an insignificant factor in the balance of 
payments. Since 1979, however, these earnings have not been 


sufficient to cover the country's foreign-exchange outflows, 
which consist mostly of imports and the outward remittances of 
foreigners working in Yemen. 


Current-account deficits have depleted official reserves, 
which have fallen to $269 million (May 1985) from their high of 
$1.4 billion in 1979. As a result, the Central Bank no longer 
sells dollars to the commercial banks. Reserves are used only 
to buy government imports, which in addition to food grains, 
consist of sugar, cement, petroleum products, and "strategic 
items". Commercial banks are now left to their own sources to 
attract hard currency. This is not an easy task, as the 
government requires them to buy dollars at the less attractive, 
official exchange rate; whereas, private money changers, which 
are legal in Yemen, are generally able to buy and sell at 
free-market rates. The result has been the creation of a 
hard-currency shortage in the banking system. 





Though the Yemeni economy basically follows a free-market 
model, government intervention is most noticeable in the banking 
and financial sector. Recent government policies in this area 
include blocking the repatriation of profits of some 
foreign-owned commericial banks; the requirement that banks sell 
dollars to the Central Bank at losses; and the temporary closure 
of money-changer shops in an attempt to stem the decline of the 
rial. 


Inward remittances in 1984 amounted to $1 billion, a 7 
percent decline over the 1983 figure. Remittances may decline 
again in 1985. One reason is that as job opportunities dry up 
elsewhere on the Arabian Peninsula, Yemeni workers appear to be 
returning home without repatriating significant lump-sum 
savings. Secondly, there is a flourishing trade in unofficial 
remittance transfers. These inward transfers avoid normal 
banking channels, so that the money is not reported in official 
statistics. 


Foreign loans and grants will probably continue in the $300 
million to $400 million range in 1985. These inflows, added to 
remittances, indicate that Yemen can support foreign-exchange 
outflows of about obs billion --perhaps $1.2 billion in 
imports, and some §200 million in the outward remittances -- for 
1985-1986. Fortunately, Yemen's external debt is low. 

According to Central Bank Figures, Yemen's debt service was only 


$64 million in 1984, though these charges will probably double 
before the end of the decade. Most of the debt is owed to the 
Soviet Union for military purchases. 


The rial is expected to sustain further devaluations. From 
February, 1984, when it began its decline, to August, 1985, the 
rial has lost 62 percent of its value against the dollar. The 
basic cause of the currency's weakness is the monetization of 
large government budget deficits (see page 1). Yemen borrows 
money from the Central Bank to pay its bills, as it does not 
issue bonds. This borrowing has created an excess of supply of 
rials over demand, causing the currency to weaken. 


Devaluations have meant higher prices. A devalued currency 
makes imports more expensive, a critical factor in Yemen's price 
level as imports account for half of the goods and services 
consumed. Best estimates indicate that inflation is running in 
excess of 20 percent a year. 





One of the striking features of the Yemeni economy is that 
it is two economies in one. There is the conventional or 
"formal" economy dutifully reported in official statistics, such 
as rates of growth, levels of imports, etc. But there is 
another economy in Yemen, one that exists alongside the "formal" 
economy, for which no statistics exist. 


For example, it is generally agreed that official trade 
statistics understate the true level of Yemen's imports. An 
estimated billion dollars of goods--consumer items, building 
materials, petroleum products--enter the country unofficially, 
mostly through the open border with Saudi Arabia. 


The wide-spread cultivation of gat is also part of Yemen's 
informal economy. Qat is a bush whose leaves Yemenis chew for 
their stimulating effect. No records are kept on how much gat 
is produced, yet Yemenis may spend as much as § 1 billion a year 
consuming gat. This industry, if reflected in official 
statistics, would increase Yemen's gross national product by a 
third. 


Money held outside of the banking system--more than 65 
percent of the money supply, according to Central Bank figures 
--is another aspect of the "informal economy". Money changers 
and remittance agents, many of them independent operators, doa 
flourishing business in channelling nearly $100 million a month 
in savings sent home buy some one million Yemenis who work 
abroad. These operators offer their clients quasi-banking 
services, and are a source of dollars for importers. 


IV. IMPLICATIONS FOR U.S. BUSINESSMEN 


The United States is Yemen's 10th or llth largest trading 
partner, following Saudi Arabia, Japan, China, and several 
European trading countries. In 1984, the United States sold $69 
million worth of goods to Yemen, down from $107.5 million in 
1983 (which included a one-time $60 million concessionary grain 
sale). Normally, the U.S. captures about 2-3 percent of the 
Yemeni market, compared to 10-12 percent for Saudi Arabia 
(mostly re-exports), 15-20 percent for Japan, and 8-12 percent 
for France. Yemen's major imports are food, consumer products, 
and capital goods. The latter consist of cement, iron and 
steel, machinery, transportation equipment, and petroleum 
products. 





With cutbacks in government spending, business 
opportunities in the public sector depend on the availability of 
donor financing. However, the government calls for foreign 
tenders, announced in Middle East Trade journals, to supply 
goods or services for ongoing projects. 


Many public-sector projects tend to be small-to mid-sized 
construction jobs (road building, water and sewage installation, 
etc), in which U.S. companies are usually not competitive. 
However, opportunities for U.S. engineering companies exist in 
providing design and consultancy services, especially for 
projects requiring a high level of technological expertise. 
Recent examples for these types of projects have been for the 
design of a country-wide, 190,000-ton, grain-storage system; and 
the design of a water-and-sSewage system for a medium-sized 
city. It should also be noted that the oil concessaires (in 
cooperation with the government) play a leading role in awarding 
engineering contracts. 


In the private sector, current import restrictions and a 
relatively strong dollar diminish prospects for increased sales 
of U.S. goods. There are however, some areas in which American 
products and services can find a market: 


oO Agricultural commodities. In 1986, Yemen will import 
about 600,000 tons of wheat and 30,000 of rice. Using 


Department of Agriculture finance programs, U.S. 
suppliers have excellent opportunities in the market. 
Good opportunities also exist for sales of animal feed. 


Oil extraction. Yemen's oil industry, still in its 
nascent stage, will offer opportunities in oil-field 
servicing, pipeline construction, and possibly 
off-shore operations. 


Solar energy. The photovoltaic market is just 
beginning to be explored. In 1984, a USAID-funded 
study found that Yemen's high energy costs, plentiful 
sunshine, and the remoteness of a large number of 
villages make photovoltaics a viable alternative to 
deisel-powered water pumps and generating sets. AID 
may expand funding for solar-energy projects in Yemen. 
In another experiment, the Peace Corps is assigning 
four volunteers to help villagers install their own 
solar units for water pumps, school lighting, and other 
uses. The U.S. Embassy is scheduled to host a 
Department of Commerce renewable energy seminar and a 
video tape, advertising U.S. manufacturers of 
renewable-energy devices in the spring of 1986. 





Information processing. Yemen now makes limited use of 
word proccessors and computers. U.S. manufacturers of 
these products should take a long-term look at the 
market's potential. 


Water-resource technology. USAID is active in 
water-management planning, though direct sales to Aid 
are very limited. The best approach to the market is 
through a distributor relationship with a Yemeni 
partner. Yemeni businessmen showed great interest in 
U.S.-made irrigation systems, pumps and other 
equipment, during a May, 1985, water-resource trade 
mission that visited Sanaa. 


Agribusiness and food processing. A video tape show 
featuring 20 U.S. manufacuters of agribusiness 
equipment drew more than 50 Yemeni businessmen and 
government officials at the Yemen Chamber of Commerce 
in April, 1985. Sales opportunities exist for animal 
and poultry feeds, poultry and egg processing 


equipment, farm machinery, and of course, irrigation 
equipment. 


Beyond direct sales, private-sector opportunities exist for 
joint ventures, and licensing and turn-key deals. Most of these 
fall into the two areas receiving high government-backed 
prioriy-agribusiness and manufacturing of goods that have an 
"import substitution" effect. Yemeni businessmen actively seek 
U.S. Embassy assistance in finding American partners who can 
supply material, technical assistance, and financing to help 
them get started with their investment ideas. 


In 1985, for example, Yemeni businesses asked American 
companies for complete turn-key offers in the following 
enterprises: a frozen french-fried potato factory; a factory to 
manufacture non-stick coated cookware and kitchen utensils; a 
household appliance assembly/manufacturing facility; a tomato 
juice and tomato paste processing plant; an animal feed plant; a 
100,000- plant nursery of desiduous fruit trees; and a cattle 
fattening project for 8,000 cattle a year. Recently, Yemenis 
have concluded licensing agreements with well-known American 


companies to produce laundry detergent, household cleaners, and 
paper diapers. 


In 1985 USAID began a program aimed at helping the private 
sector meet some of its needs. The program includes a pilot 
project to perform low-cost feasibility sutdies, as well as 
plans to attract Senior Executive Service volunteers to advise 
Yemenis on modern management and accounting techniques. AID 
will be expanding assistance to the private sector in 1986. 





ofi- 


In short, the market profile for Yemen includes the 
following highlights: 


° Though the United Nations classifies Yemen as one of 
the least-developed countries, the existence of an 
"informal economy" provides the market with a 
surprising amount of consumer goods, and suggests that 
gross national product per capita income is somewhat 
higher than the estimated $500-$600. 


The remittance-fueled prosperity of the 1970's seems to 
have been widely distributed so that many Yemenis, 


though of very modest means, can afford some consumer 
items. 


The private sector is alive and well and has the 
government's support to play a key role in economic 
life. Businessmen are hampered by import restrictions 
and bankers by a hard-currency shortage, but venture 
capital, much of it abroad or outside the banking 
system, is available and looking for good opportunities. 


As many as a million Yemenis work abroad, thus 
generating a chronic labor shortage at home. Yemenis 
labor is expensive as wages reflect those found 
elsewhere on the peninsula, and the economy depends on 
large numbers of foreigners to fill managerial or 
highly skilled jobs. 


Public spending on education and manpower-development 
has increased, signifying that the government is moving 
to solve a serious obstacle to further development. In 
fact, more than 800 Yemeni businessmen and government 
officials have completed USAID-sponsored programs in 
the United States. 


Yemen is a tough market for American businessmen largely 
because it is remote and because it is dominated by Japanese and 
European suppliers. Those willing to explore the market, 
however, will find their Yemeni counterparts savvy in the ways 
of business, friendly towards Americans, and well-disposed to 
American products. 
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